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MANAGEMENT
AND BUDGETING

Being the second of a series of articles
issued by the Committee on Management and Cost Developments of The
Casket Manufacturers' Association of
America.

Budgeting is of live interest to every
business manager. The object of this
booklet is to stimulate thinking on the
subject.

CINCINNATI, OHIO
1922

F O R E W O R D
This article is the second of a series of five resulting
from the work of the Committee on Management and
Cost Developments of The Casket Manufacturers' Association of America. The titles of the five are:
What Makes Good Management ?
Management and Budgeting.
Management and Commodity Profit and Loss
Statements.
Management and Opportunity.
Management and Wastes.
The object of the Committee in publishing these articles is to focus the attention of managers on the tools
they need to enable them to do their work with a minimum of risk and a maximum of accuracy.
Arrangements have been made with the Association's
cost accountants, Johnson, Mahone, Aitchison & T a t e ,
1130 Otis Building, Chicago, Ill., to check up such budgets as may be submitted to them by members of the
Association. The charge will be only for the time which
the accountants actually spend on each budget. Of
course members seeking this service must also supply
whatever figures the accountants need to enable them
to analyze and correct the budgets submitted to them.
Respectfully submitted,
L. S. Ashley, Chairman;
D. M. Andrews,
H. A. Haney,
Wm. Mauthe,
C. R. Murphy,
J. H. Staley,
Committee.

Management and Budgeting
As recently as twenty years ago, the belief was
prevalent among job shop printers that the linotype
and other typesetting machines could never be perfected
to the point where they would almost entirely displace
hand composition. The linotype was good enough for
newspaper work, where appearance did not count, but
for fine printing it could not rival the printer's handcraft. Anyone brought up around a printing office
remembers vividly the distrust with which typesetting
machines were first received.
The transition from hand composition to machine
composition has now been practically completed. In
even the most artistic and careful of jobs, machine-set
type is used. But, in spite of the fact that machines
have displaced human hands, the human element has
not been eliminated. There are more printers today
than ever before because there is more printing than
ever before. Moreover, printers must be more skilful
than ever because their tasks are now more complicated
than in the old days. Instead of fighting the encroachment of machinery, the journeymen printers take it as a
matter of course that the best tools obtainable are to be
used. In fact, they demand the best tools obtainable.
Managers can well afford to study and follow the
example of the printers. The essential functions of
management are planning and supervision.
Every
manager has to make plans and see that the plans are
carried out. The reason he is a manager is his presumed
ability to make plans and put them into execution. The
successful manager is the one who is effective in these
two functions. The manager of a business—and by
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manager is meant the whole management—needs and
should have the best tools obtainable to help him do
his work. The tools won't do the work by themselves;
they will never become a substitute for the brains and
skill of the manager. But used properly, they will
facilitate the manager's tasks.
The tools are many and varied and some of them are
the cause of a good deal of argument. Everyone sees
the necessity of such tools as capital, plant, equipment,
manufacturing force, sales force, bookkeeping and the
like. They are the hammers and saws of business.
But for fine work, where a high degree of skill is requisite,
some other tools are essential. These tools, often overlooked, or underestimated or even sneered at by the
hammer-and-saw manager, are:
Adequate financial accounting.
Accurate cost accounting.
Budgeting.
All managers do, or have done for them, some
financial accounting, some cost figuring and some
budgeting. However, many do them so informally and
unsystematically that they fail to go far enough or they
overlook important factors and so miss many of the
benefits which they should harvest. Because their
financial accounting is clumsy and incomplete, it fails
to bring out essential facts and to give adequate information about commodity profits and losses. Because
their cost figures are unscientific and inaccurate, they
spread false impressions, cause leaks in the line, underestimate some costs and overestimate others, and result
in pushing unprofitable goods and encouraging costly
and useless practices. And when planning is undertaken
without some sort of detailed budget, misjudgment is
common.
There is need of development of these tools and of
progress in using them. Their increased use is part of
2

the chore of improving the technique or procedure of
management and therefore of strengthening and upholding the manager's arm. I t is increasingly evident
that American business has got far away from rough and
ready frontier days and rule of thumb methods. The
industries are larger than of yore and much more
highly competitive. Therefore the manager's task is
infinitely more complicated than it used to be. He must
have facilities with which to work. Of course, if he is a
superman, he can win success without the facilities, but,
if he happens to be a superman, he is precisely the one
most likely to insist on the best facilities. When all
other things—that is, ability, industry, energy and
opportunity—are equal, the man with a college education will almost invariably outstrip the man without a
college education. So it is in business. All other things
being equal, the manager with modern tools and facilities
will outstrip the manager who fails to provide himself
with modern tools and facilities.
Business men have in recent years been giving
earnest attention to the development and improvement
of the tools and facilities with which they have to work.
Overcoming the inertia of many years and the active
opposition of the minds t h a t scorn anything new except
what they themselves have proposed, American business
men first developed cost accounting systems. Cost
accounting was the biggest single improvement in the
scientific conduct of business.
In the years of comparative stability before the
World War, simple cost accounting was a sufficiently
effective tool to meet all requirements. Knowing his
costs, a manager could plan with certainty, for business
was on a cost plus—or, in some cases, a cost minus—
basis. But then followed a succession of rapid changes
divided into three periods, the pre-war period, the war
period and the post-war period. I t quickly became
evident to thinking managers that no accounting system
confining itself to already established facts would satisfy
3

the needs of these three periods and of the years ahead.
That is how it has come about t h a t budgeting and planning have pushed to the fore in the last few years as
subjects of consequence to managers.
Budgeting and planning have become a particularly
conspicuous need since the beginning of the deflationary
movement early in 1920. As long as the market was
advancing and the demand for commodities was insatiable, the manager could be sure of success if his planning were only conservative enough. He did not have to
be accurate. All he had to be sure of was that his errors
would be in his own favor. Granting that they were in
his own favor, he could make a multitude of mistakes and
come out with a profit. I n fact, there was a time when
the more mistakes he made in his own favor the greater
his profit. This was the era of easy money when price
and quality were lost sight of in the shadow of the overwhelming demand for delivery.
Of course the era of easy profit generated its own
anti-toxin. The worst of it was that the cure was more
uncomfortable and more disagreeable than the disease.
Easy profit resulted in excess production facilities, which
naturally turned out production greater than consumption and piled up stocks to a height never before
known in the country. The law of supply and demand,
which had seemed for several years to have been suspended, but which had been working underneath the
surface all the time, brought its deflationary forces into
plain sight. Deflation impaired the buying power of the
public.
With production and production facilities up and
demand and buying power down, competition once
more became razor-edged. Managers all of a sudden
found that past costs were of only fractional value as a
basis for future action. They were confronted with the
necessity of planning for a falling market and decreasing
volume. Things turned topsy-turvy.
Even when
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costs started downward, they were not uniform in their
course. At a time when deflation should have affected
costs as well as prices, many managers found that their
costs were higher than ever before or that, if their
producing costs had dropped, their sales costs had risen
so much as to counterbalance whatever savings had
been made. It was a discouraging time for many
managers, not because the situation was beyond their
ability but because their technique, their methods, their
facilities and their tools were not highly enough developed
to enable them to get through the complicated mechanics
of the task.
Those who developed budgeting found that it was
one of their best tools. They are enthusiastic in their
belief that it is of vast utility in enabling them to shape
their future.
What is a budget? It is an estimate or plan in figures
for a period ahead. It is a setting of standards by which
to measure progress. I t is a forecast of all items of
income and outgo for the purpose of planning production
and sales and of providing the required capital, material,
labor, facilities and sales effort and also making plans
for the payment of all expenses, including taxes, interest
and dividends. Since it is made in advance of the
development of fact, it is based on conditions as forecast
and it must be subject to change as modifying influences
develop.
The particular use of a budget in business is to assure
economic safety.
The assurance becomes effective
through the following channels:
By setting standards and thus enabling the manager
to proceed with certainty on a predetermined cost basis.
By providing standards for the securing of economy
and efficiency.
By giving a basis for intelligent pricing.
B y setting goals for sales effort.
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By providing means for estimating the effect on the
business of taxes and various other complicated expenses.
When these uses are considered, it is plain that every
business needs a budget. In some respects a budget is
of equal value to knowing costs. In any event, budgeting
is inseparably connected with costs, for reasonably
accurate cost information is essential to a reliable
budget. Being an estimate for the future based on the
experience of the past, a budget depends for accuracy
on costs, for it is based on past cost figures and checked
by future cost figures. If it is rightly planned and
faithfully followed, it constitutes a monthly, quarterly
or annual check on receipts and disbursements.
It
enables the manager to change the course of the business
in time to prevent loss or at least to minimize it. I t sets
before the manager and his associates information in
clear outlines which they could not get without a budget.
I t is instructive in detail and insures better attention to
detail. I t increases interest, for it tells what to expect
and what to work for. It is forehanded knowledge that
reduces annoyance, loss and trouble. It unifies those in
authority and gives them a common and intelligent
direction. It enables them to anticipate, meet, and
avoid crises.
Budgeting is a big subject, not yet fully developed.
Its difficulties are numerous in detail, though not in
principle. The detail is complicated if the business is
minutely budgeted because it is hard to estimate some
items. A detailed budget is beyond the beginner,
especially if its object is the setting of standard costs for
specific commodities in a large line. But any manager
who has satisfactory financial accounting and reasonably accurate cost accounting can set up a highly
valuable guide for himself and his business by starting
on an estimate of sales and an estimate of outgo. That
means practically only a budget of expense to begin
with. Such a budget will give the manager predetermined overheads and some standards by means of
which he may measure efficiency.
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In such a budget, the needs of the business and its
ability to operate within prescribed profit-producing
lines must be shown. The task involved is to foresee
and forecast all of the expense. Every dollar disbursed
by a business is an outgo or expense that must be
included in the budgeting figures. For that reason
statistical information for comparison of anything required for the budget should be readily available. For
that reason, too, frequent reports should be prepared
so as to show how closely the budget is being followed.
I t must be checked with previous budgets and statements and amplified with copious quotations for future
use. By the faithful study and following of each year's
figures, succeeding budgets will be made comparatively
easy and the future conduct of the business simplified
and improved.
The manager who starts in to develop for his business the tool known as a budget must look out for some
difficulties and limitations. First of all, he must look
on his budget as a managerial task as well as a managerial
tool. Subordinates can supply past figures. In some
instances they can even estimate future figures. But
they cannot be trusted to assemble budget figures without supervision, not because they are not trustworthy
but because they usually do not have the perspective
or top view to enable them to do such a job. Therefore,
the manager must charge himself with the work of at
least putting the budget into final form.
Another difficulty or limitation in a budget is that it
must be carefully examined from time to time to see
whether the forecast on which it was based has been
borne out by developments. The manager can hardly
change movements in business to make them conform
with his budget. The tailor who tries to make his
customer fit clothes instead of making clothes to fit the
customer soon finds himself without following. The
manager who fails to modify his budget to fit new
developments will of course find that his budget is useless.
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Radical changes often occur unexpectedly. Even minor
changes, such as are bound to occur, may require
revision of a budget. If the manager remembers t h a t
his budget is a means and not a goal, he will do the
work necessary to make it effective. A few informal
figures penciled on a sheet of scrap paper are much more
valuable than a beautiful example of bookkeeper's work
which cannot be used. The budget figures are of use as
standards to enable the manager to tell how his business is going. They are just a guide for management
but in no case are they a substitute for management.
Another possible limitation is the manager's tendency
toward extremes in optimism or pessimism. It goes
without saying that a budget, if it is to be valuable,
must be the result of cold, impartial reasoning. Anything short of cold, impartial reasoning means a defect
in the budget.
An exaggerated idea of what a budget will do for a
business is, finally, the limitation to be watched carefully
all the time by the manager who works on a budget.
It has already been pointed out that a budget is not in
any way a substitute for management but only an aid
or tool for management to use, or a gauge to tell the
manager whether or not he is measuring up to his job.
An executive should recognize in the budget an influence
to keep him on his mental toes and awake all the time
to the condition and necessities of his business. B u t if
he expects it to tell him what price he should put on a
given article, say Casket No. 462, covered in white
plush, he is going to be badly fooled. Nothing but good
cost figures will tell him the proper price for style 462.
The budget not only will not take the place of the
manager's brains but it will also not take the place of
cost accounting. I t will help both, however. In helping
the cost system it does so by estimating the intangible
costs—the costs that can't be measured as materials and
productive labor can be measured—and enables the
manager to get at the overhead percentages for application to his cost figures. The budget results will bring
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the cost figures up to date and make them a matter of
current fact instead of past fact but it will not be a
substitute for cost figures.
I t is well to understand that budgeting depends on
the financial books and not on cost accounting, except,
perhaps, in the case of the apportionment of the payroll.
Where a manager has accurate cost accounting the basis
of it is usually labor tickets with a division of labor
according to operations and departments. Where a
manufacturer has not systematic cost accounting, he is
likely to throw all of his labor charges into a payroll
account on his books. Then, when he wants to divide
the payroll according to departments for the purpose
of making budget estimates, he finds the task beyond
anybody's ability. What is true of budgeting is also
true of commodity profit and loss statements. They are
dependent upon the financial accounting rather than
upon the cost accounting.
The object of this booklet is to introduce the subject
of budgeting and to offer ideas for a systematic method
of budgeting. Immediately the question comes up as
to what kind of budget we are going to talk about, for
there are several kinds of budgets. There are financial
budgets, sales budgets, production budgets, advertising
budgets, and profit budgets. All of them have their
place. In any well-regulated business, however, all of
the other budgets depend upon the budget for profit.
Therefore, the profit budget is the starting point in
considering budgeting methods.
In making a budget, it is important to realize that
every cent to be disbursed by the business is an
expenditure that should be foreseen.
At the same
time, the receipts must be estimated. Of course no one
can expect to be accurate to a dollar in estimating either
receipts or expenditures. Conditions change rapidly
and sometimes radically. As they change, they affect
both the receipt and the expenditure sides of the budget.
Therefore the budget does not stay put. I t has to be
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changed to meet conditions for conditions cannot be
changed to fit the budget. But the budget can, and
should, take into account expenditures whose effect cannot be easily estimated in any other way, as for instance,
federal and state income taxes.
Here is an executive's summary of a budget, all of
the figures, of course, being fictitious:
T H E BLANK CASKET CO.
BUDGET SUMMARY
For the Year Ended
192
Net Sales
Less—
Profit on sales
$40,000
Federal and State Income Taxes
5,000
Total Profits and Income Taxes
Money Back Cost of Goods Sold
Deduct. Selling and Administrative Expenses
Factory Cost of Goods Sold, as follows:
Direct Labor in Cost of Goods
$63,734
Factory Expense in Cost of Goods
83,281
Material Consumed in Cost of Goods 155,431

.
$445,000 00
00
00
45,000 00
$400,000 00
97,552 23
98
09
70
302,447 77
$400,000 00

This schedule looks easy. At first sight one is tempted
to say that making a budget is not much of a task. In
fact, however, the budget that looks the simplest is
really the hardest, for the summary can be obtained only
as the result of much figuring. I t is better to start with
detailed statements based on the preceding year's
expense and modified to meet the manager's estimate of
the coming year. If a budget is confined to a general
schedule or summary it is bound to be largely guesswork.
If the guess happens to be close, well and good; if it
doesn't happen to be close, it may be very dangerous.
A manager who is in touch with all the details of his business can doubtless make a fairly close guess for the coming
year. But safety requires a forecast based on detailed
fact. A guess may omit so many figures as to destroy
the value of the budget. Safety First should be the
motto of budget makers.
Now we shall present some detailed schedules, to
serve as a suggestion or as a tentative guide for those
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managers who wish to study and try out budgeting.
They must be changed, added to or subtracted from to
make them fit any given business. The thought behind
the schedules is that they will serve to stimulate the
thinking of the intelligent manager on the subject of
budgeting.
Exhibit A
THE BLANK CASKET CO.
B U D G E T SUMMARY
For Next Year
Estimated
Amount

Per Cent of
Money-back Per Cent of
Cost of
Net Sales
Goods Sold

1. Net Shipments for next year
(Schedule No. 1)
*Net Shipments are total
Shipments less goods returned
$
2. Cost of Material Consumed in
Goods (Schedule No. 2) to
be Shipped
—
—
3. Cost of Jobbed Goods to be
Shipped (Schedule No. 3).. .
4. Direct Factory Labor in Goods
to be Shipped (Column 1,
Schedule No. 4)
—
5. Total Material, Merchandise
and Direct Labor Cost of
Goods to be shipped (Add
Items 2, 3 and 4)
—6. Factory Expense
(Schedule No. 5)
—
7. Factory Cost of Goods to be
Shipped (Add Items 5 and 6)
—
8. Selling and Admistrative Expense of Goods (Schedule
No. 6) to be Shipped
9. Money-back Cost of Goods
to be Shipped (Add Items 7
and 8)
—
—
10. N e t Profit on Goods to be
Shipped
—
-—
—
•
11. Federal and State Income
Taxes
Total
$
=====
=====
N O T E : Divide Item 4 (Direct Factory Labor) by Item 6 (Factory
Expense) to get General Factory Overhead percentage.
Divide Item 7 (Factory Cost of Goods to be Shipped) by Item 8
(Selling and Administrative Expense of Goods to be Shipped) to get
Sales Burden percentage.
Add Items 10 and 11 (Net Profit on Goods to be Shipped and
Federal and State Income Taxes). Divide Item 9 (Money-back
Cost of Goods to be Shipped) by the sum of Items 10 and 11 to find
the general percentage to add to Item 9 for profit.
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Schedule No. I
THE BLANK CASKET CO.
ESTIMATED NET SHIPMENTS
For Next Year
Estimated Shipments for Next Year
Shipments Shipments
of Goods We of Goods We
Manufacture
Buy
Hardwood Caskets.. . .$
Cloth Caskets
Metal Caskets
Metal Linings
Casket Hardware
Pine Boxes
D r y Goods
Vaults
Hearses
Undertaker's Sundries.
Total Estimated Net
Shipments per Line 1,
Exhibits " A "
$

$

Previous
Year

Total
$———— $-

—

—
—

—•

—

-

—
—
—

—

— =====

=

Schedule No. 2
THE BLANK CASKET CO.
ESTIMATED COST OF MATERIAL CONSUMED IN GOODS
WE MANUFACTURE FOR NEXT YEAR'S SHIPMENTS*
Materials Consumed
in Shipments of
our Manufacture

Miscls.
Lumber
Copper,
Materials
Carvings Cloth, Silk Bronze,
Not
and Misand
Steel, Zinc;
cellaneous
Miscls. also Miscls. Otherwise
ClassiWooden
Dry
fied
Parts
HardGoods
ware

Hardwood Caskets$
=—$
$
$
$
Cloth Caskets . . .
Metal C a s k e t s . . . .
—
Metal L i n i n g s . . . . ——
Casket Hardware. —
—
D r y Goods
——
—
Hearses
Total of each Class
of Material Consumed
$
$ = = = $ = = = $ . - =
$=

Total

•—
—

Total Estimated Cost of Material Consumed in Next Year's
Shipments We Manufacture per Line 2, Exhibit " A "
$
* I n a year of rising prices a manufacturer m a y b u y $50,000
more of material than he fabricates. In a year of falling prices he
may buy $50,000 less of materials t h a n he fabricates. For budget
purposes, therefore, it is not the value of the purchases b u t t h e
value of the materials to be used in the estimated shipments t h a t
must be taken into account.
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Schedule No. 3
THE BLANK CASKET CO.
E S T I M A T E D COST OF J O B B E D GOODS TO B E SHIPPED
N E X T YEAR *
Estimated
Amount

Previous
Year

Hardwood Caskets
$
$
Cloth Caskets
Metal Caskets
——
Casket Hardware
—
Pine Boxes
Dry Goods
—Undertakers' Sundries
—
Vaults
Total Estimated Cost of Jobbed Goods
to be Shipped per Line No. 3, Exhibit "A"
$
$
* This does not mean the cost of jobbed goods bought and
perhaps put into stock, but only the cost of such jobbed goods as
may be shipped next year.

Schedule No. 4
THE BLANK CASKET CO.
E S T I M A T E D COMPANY PAYROLL
For Next Year
Productive
Factory Factory Selling &
Labor Expense Adm. Exp.

Total

Previous
Year
Total

Departments or Payroll Divisions:
Machine Room or M i l l . . . . $
•$
$
—$—
$
Cabinet Room
——
Cloth or Covering Room...
•
Varnish Department
•
Spraying Department
Dry Goods or Sewing Room
• Pine Box Department
—
•
Casket Hardware Mfg.Dept
—•
Metal Lining Room
•——•
— Metal Casket Department.
•
— •
Hearse Mfg. Department.. .
Lumber Yard and Dry Kiln X X X
XXX
—Boiler Room
XXX
——
Engine Room
XXX
Packing and Shipping
X X X —:
~— Delivery Department
XXX
•
Miscellaneous Factory Employes
XXX
Factory Superintendent and
Clerks
XXX
Executive Salaries
XXX
•
General Office Salaries
•
Salesmen's Salaries
XXX
Total Estimated Company
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Schedule No. 5
THE BLANK CASKET CO.
ESTIMATED FACTORY E X P E N S E
For Next Year
Estimated
Amount

Items of Expense

$•

Rent
Depreciation— Buildings
Machinery, Tools and Equipment
6 % Interest on Land and Buildings
Taxes on Personal Property
Taxes on Real Estate
Fire Insurance
Employes' Liability Insurance
Group Life Insurance
Other Insurance on Property, etc.
Fuel.
Electric Power.
Light, Water and Gas
Building Repairs
Machinery Repairs
P a t t e r n Expense.
Miscellaneous Small Tools
Factory Stationery and Supplies
Miscellaneous Factory Supplies
Total
add: Indirect Labor (Column 2,
Schedule No. 4)
Total Estimated Factory Expense per
Line 6, Exhibit " A "

Previous
Year

$ •

$ •

Schedule No. 6
THE BLANK CASKET CO.
ESTIMATED SELLING AND ADMINISTRATIVE E X P E N S E S
For Next Year
Estimated
Amount

Salesmen's Expenses:
Salesmen's Traveling Expense
$
Salesmen's Commissions (Not on
Payroll)
Depreciation—Salesmen's Autos
Salesmen's Auto Expense
Repairs—Salesmen's Autos
Salesmen's Photos and Samples
Auto Liability Insurance (Salesmen's
Cars)
Amount Carried Forward
14

$

Previous
Year

$ •

$ •

Schedule N o 6 (continued)
ESTIMATED

SELLING

AND

ADMINISTRATIVE

E X P E N S E S (continued)
Estimated
Amount
Amount Brought Forward
$
Credit and Collection Expense
Credit and Reference Expense
Collection Expense
Exchange
Allowance on Sales
Loss on Accounts and Notes ReReceivable
Packing and Shipping Expense
Packing and Shipping Supplies
Delivery Expense
Depreciation—Delivery Equipment
Repairs—Delivery Equipment
Auto Liability Insurance (Delivery
Autos)
Feed and Stable Expense
General Office
Depreciation—Office Furniture and
Fixtures
Telephone and Telegraph
Postage
Office Stationery and Supplies
Miscellaneous Office Expense
Financial Expense
Discount on Sales less discounts on purchases
Interest Paid less interest earned
Amount Carried Forward
$
General Selling Expenses
Depreciation—Show Room Furniture Show Room Expense
Ware Room Expense
Entertaining Expense
Freight Allowance on Sales
Miscellaneous Selling Expenses
Advertising
Convention Expense
General Administrative Expense
Executive Traveling Expense
Donations
Association Dues
Legal and Accounting Fees
Life Insurance of Officers
Miscellaneous Administrative Expense
Total
$add
Indirect Payroll (Column N o 3,
Schedule N o . 4)
Total Estimated Selling and Administrative Expenses per Line No. 8, Exhibit " A "
$
15

Previous
Year

$-

$

$

It goes without saying that the manager must set
some starting points in making out a budget. H e has
to determine what to his mind is a fair and effective
apportionment of certain expenses, particularly nonproductive labor, management and various other items
which commonly fall into overhead. As long as he takes
into account all of the expenditures he will be required
to make, his budget will be fairly accurate. Even though
a hair-splitter might find fault with it, it will be close
enough to be a good guide.
Here in the United States a compass can be depended upon as a guide to direction. The scientific man
will tell you that the hand of the compass does not point
exactly north because the magnetic pole is not identical
with the North Pole. But you don't have t o consider
the error in these latitudes. Up in Canada, however,
you find an error of twelve, fifteen, or twenty degrees in
your compass and you must always take t h a t error into
account when you are determining your direction.
So it is with the budget. The manager who takes all
of his expenditures into account may make some
error in his distribution of expenditures b u t ordinarily
it will not be serious enough to effect the value of the
budget as a standard by which to work.
Once the budget is made, its value is in its use as a
standard. The manager should, through his knowledge
of his business, be able to approximate seasonal fluctuations and tell closely enough how his sales and his expenditures should run by month. If he keeps some
running totals of sales and expenditures, he will be able
to tell whether he is hewing close to the predetermined
standards of his budget. Of course everything depends
upon the executive's judgment, but one of the reasons
why a man is an executive instead of a subordinate is the
presumption that he has judgment. It is up to the
executive, too, to look out for unusual circumstances.
For instance, at the close of 1920, nobody could estimate
accurately the sales possibilities of 1921. All a manager
16

could do was make his estimates and then face the facts
as they develop, doing his best all the while to minimize
losses or to modify the conduct of the business to avert
losses. There are times when almost every business is
bound to lose money. It is an exceedingly valuable help
to the manager to be able to face the losses in advance
instead of after they have been incurred. The resourceful manager who knows that losses are ahead,
and their extent, can often do much to cut them down.
A study of the budget summary already set out will
show how a budget enables the manager to arrive at
overhead percentages. If he applies his factory overhead as a percentage of productive labor, the budget
gives him an estimate of the productive labor and also
an estimate of the overhead. Thus he has an overhead
percentage to give to his cost department when he asks
it for costs to serve either as a basis of price or as a
start for the pursuit of economy and efficiency in operating. The same is true of the sales burden.
Only a lump budget has been considered in this
discussion. The reason is that a departmental or commodity budget is a matter of detail. The manager can
subdivide his lump budget as finely as he desires if he
has the financial accounting and systematic cost accounting to give him a basis for the subdivision. However, there is a danger in too fine a subdivision. If the
budget is too bulky, it can't be changed fast enough to
meet conditions, for the manager won't have time to do
the work. The standard by which the manager may
judge the completeness of his budget lies in this question:
"What do I need to enable me to make decisions,
lay down policies and guide my business?"
Disputes have raged over the possible propriety of
including income and profit staxes in cost estimates.
Many accountants have said that such figures should not
be included because they depend on profits. It is easy
17

to see that the inclusion of profits taxes in ordinary
cost accounting after costs have been incurred might
tend to pyramid costs at one time and make them too
low at another time. All the difficulties in the way of
including profits taxes in the cost figures are escaped
when the manager uses a budget. His first figure is
the net amount of profit he expects to make after all
obligations, including Uncle Sam's share, have been met.
His next figure is Uncle Sam's share.
The year's outcome may, or may not, justify the
manager's estimate.
Whether it does or not, the
manager is inevitably a better business executive for
having made out a budget.
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